We have created Budgeting Basics to provide you with the tools needed to 
manage your money. This book will provide you with a straightforward 
approach to understanding budgets and six financial worksheets that will 
help you successfully budget and plan for your financial future. 


Budgeting can be very easy if you take the time to follow some very basic 
guidelines. It is never too early to begin learning how to create a budget. 
Budgeting Basics will help you reach your budgeting goals and put you ona 
path toward good financial planning! 


Our mission is to empower individuals to regain control over the 
quality of their lives through financial education, counseling, and debt 
management. 


Founded in 1991, American Consumer Credit Counseling (ACCC) is a non- 
profit 501(c)(3) organization offering confidential credit management 
education and debt counseling to consumers nationwide. As one of the 
nations’ leading providers of education and credit counseling, ACCC works 
with consumers to help them reduce their debt and regain financial stability. 


Education is a key ingredient to successfully regaining control of one’s 
personal finances. Each year, ACCC works with thousands of consumers to 
identify their specific needs, so that we can tailor our services to meet those 
needs. We offer confidential counseling sessions covering issues such as 
budgeting, proper use of credit, and evaluating possible next steps, including 
social service referrals or enrolling in a debt management program. ACCC 
also specializes in providing educational resources for consumers who want 
to improve their overall financial literacy. From our website to community 
workshops, ACCC is dedicated to educating consumers and providing them 
with the tools that they need to succeed. 


ACCC’s Debt Management Program (DMP) is a confidential program 
individually designed to provide consumers with a unique solution for their 
financial situation. Professionally trained and independently certified 
counselors evaluate a client’s financial situation, assist in creating a budget 
and spending plan, and negotiate repayment plans with creditors. ACCC 
works in partnership with creditors to lower or eliminate interest and late 
payment fees. All unsecured debt is consolidated into one affordable 
payment that is disbursed directly to the clients’ creditors each month. 

Disclosure Statement: The information and material discussed is meant for general illustration 
and/or informational purposes only. The information has been gathered from sources believed to be 


reliable and is not meant for legal or accounting advice. Budgeting Basics has been created to 
educate and help individuals understand budgeting guidelines only. 


A budget is a guide that tells you how much money you have, how much 
money you spend, and how much money is left over. A budget will also tell 
you if you are moving in the financial direction you want. If you properly 
manage a budget, it can help you control your money and fulfill your 
financial goals and dreams! 


Here are a few good reasons to budget: 


1. Following a realistic budget frees up spare cash so that you can use your 
money on the things that really matter, instead of spending it on things 
that have no real value to you. | 

2. A budget helps your entire family focus on common goals. 

3. Monitoring a budget properly will prepare you for emergencies or large, 
unanticipated expenses. 

4. Analyzing a budget reveals areas where you are spending too much 
money so you can refocus on your most important goals. 

5. Following a budget can keep you out of debt or help you get out of debt. 

6. A budget actually creates extra money for you to spend on things that 
matter to you. : 

7. With a budget you stay financially healthy and won’t have to worry 
about how you are going to make ends meet. 


A budg et is comprised of three areas: | 


Net Income - Includes your salary, wages, child or alimony support, social 
security, pension, investment earning, etc. Net income is the amount you 
bring home after deductions (such as taxes, insurance, and pension 
contributions). Your net income is what is used when creating your 
household budget. 


Living Expense - Includes your house or rent payment, food, utilities, 
insurance (auto, life & health), education, auto payments, gasoline, 
entertainment, etc. 


Debt — Includes any liability or obligation (in the form of personal loans) 
owed to another person or persons and required to be paid by a specific date. 
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To begin, use the worksheet on the next page to list all of your income and 
expenses. If you are just beginning to learn budgeting skills, the best way to 
get started is to put together a very basic list of your monthly income and 
expenses. Stick to listing things you can easily identify such as: mortgage, 
car payment, insurance, and utilities. As you become more familiar with 
*how the worksheet works, you can add more details. 


Use this worksheet to determine your income, expenses, and disposable 
income percentage. Include your monthly take home income and monthly 
living expenses. Don’t worry if you don’t use all of the items listed. ‘Most 
importantly, be as accurate as possible. A healthy budget will have 5-10% 
disposable income. If your calculations reveal a deficit, you may be facing a 


potential financial hardship. 


Monthly Take Home Income 
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Total Monthly Living Expenses 


Secured Debts (Monthly Payments) 


Total Secured Debt 
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Unsecured Debt a 


Credit Card 1 
Credit Card 2 


Medical Bill Payment 


Other 
Total unsecured Debt 


Summary 


Total Unsecured Debt Payments (-) 
Disposable Income 


Disposable Income as a Percent of Monthly Net Income 
(Disposable Income/Net Income) X 100 


Credit Card 3 pis OS 


Bill paying is an extremely important part of the budgeting process. If you 
forget when your bills are due, or don’t pay them on time, this will have a 
negative effect on your credit report rating. By organizing your weekly and 
monthly bills, you will know exactly when they are due and won’t forget to 
pay them on time. The money saving section of this worksheet is probably 
the best part of the whole budgeting process. This is where you are able to 
allocate your disposable income (monthly net income minus your monthly 


bills), and begin saving money on a monthly basis. 


Due Dates - 1° to 15" 
Bills To Pay 


Due Date Payment 
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Total Monthly Payments Due 16" - 31° 


Bill Paying & Money Saving Calculations 


Total Monthly Net 
Take Home Income 


Total Monthly Bills to Pay 


Total Disposable Income 


Note: Take your disposable income and disburse it among the three 
accounts below. 


Entertainment Account 


Allocate 5% of disposable income 


Savings Account 


Allocate 10% of dis 


posable income 


Allocate 5% of disposable income 


e 


Now that you have completed your budget, you should begin determining 
and setting your financial goals. This step is very important for identifying 
and following your short and long-term goals. These goals may include 
buying a new car, sending a child to college, saving for a down payment on 
a house, going on vacation, or even paying off your credit card debt. 


Use this worksheet to determine your short-term (less than 1 year), medium- 
term (1-5 years), and long-term (5 years or more) goals. After completing 
your short, medium, and long-term goals, you may need to make 
adjustments to your budget in order to help fulfill your financial plan. 


Short-Term Goals - Less than 1 Year 
Number of Months} Amount Needed to 
to Reach Your Save Each Month 
for Your Goal 


Total Cost of 
Your Goal 


Your Goal to 
Accomplish 


ones SOLE Save Each Month 
p for Your Goal 


Your Goalto | Total Cost of Save Each Month 


Accomplish Your Goal for Your Goal 


Organizing your records is time consuming, but it is an important step in your 
budgeting process. It will also save you time if you ever find yourself needing 
to reference your records quickly. Use this worksheet to help you identify 
your personal records. You should create a file folder for each item and they 
should be stored in a fireproof safe. 


Household Documents 


Pay Checks ‘| Utility Bills Checking Statements 
Social Security [| Auto Payment Savings Statements 
[| Unemployment | [] Personal Loan | () Money Market Slips 
L] Pensions [1 Credit Card(s) | 1 Cancelled Checks 
[| Bonuses (| Student Loan | (1) Credit Card Payments 
[| Profit Sharing | Medical Bills | 1) ATM Withdrawal Slips 


Family Documents 


Social Security Cards Birth Certificates 
Naturalization Records Marriage License 
Medical Records Credit Card Account Info. 
Copy of drivers Records Passports 

Citizenship Papers Other: 


Estate Documents 


Real Estate Investments 
Wills 

Business Agreements 
Family Trust Papers 
Retirement Plan Papers 
Other: 


Life Insurance Policies 
Annuity Policies 
Mutual Funds 

Stock Certificates 
Stock, Bonds & CD Certificates 
Investments (Metals or Jewels) 
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Financial Documents 


State Tax Returns | Lease Agreements 
Federal Tax Returns Household Inventory 
Auto Contracts Military Papers 


Home Insurance Policy Divorce Agreement 
Mortgage-1* Deed Loan Papers Child Support Agreement 
Mortgage-2" Deed Loan Papers Other: 


? 


Your debt-to-income ratio is a simple way of showing what percentage of 
your income is available for a loan payment after all other continuing 
obligations are met. This ratio is one of the many things that a lender 
considers before approving your loan. This worksheet will help you 
calculate your debt-to-income ratio. Include all income and monthly debt 
payments for an accurate result. 
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utstanding Debt Payments (Monthly) 


tudent Loans 
Car Payments 
Recreational Vehicle / Boat Payments 
Bank/Credit Union/Loan payments 


tronic Bill Payments 
urniture and Appliance Payments 
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Total Monthly Payments 


Debt to Income Ratio (Calculated) 


Monthly Debt Payment 


(divided by) 
Monthly Income 
(Equals) 


Debt-to-income Ratio 


HOW DO YOU MEASURE UP FOR CREDITORS? 


Less than 20% This is a healthy debt load to carry for most 
people. 
Not bad! Start trimming debt before you get 
into trouble. Look carefully at your monthly 
alent payments and expenses and start decreasing 
your overall level of debt. 


Financial difficulties are imminent unless you 
take immediate action. Stop accumulating 
new debt and start looking for ways to 
decrease your total debt level. 


35% -50% 


Seek professional help to aggressively reduce 
debt. 


Greater than 50% 


Why is monitoring your debt-to-income ratio important? 


Staying aware of your debt-to-income ratio will help you avoid future 
financial difficulties as well as assist in managing your personal finances. If 
you keep your debt-to-income ratio under 20 percent you are more likely to 
qualify for the lowest interest rates and best terms when you apply for credit. 


Because it is such a powerful indicator, lenders will utilize your debt-to- 
income ratio when they consider extending credit to you. If you let your 
debt-to-income ratio rise above 20% you will jeopardize your chances of 
making major purchases, such as a car or a home. Moreover, if your ratio is 
high, you will find it difficult to get additional credit in case of emergencies. 


As you can see, it is very important to constantly monitor your debt-to- 
income ratio. By doing so, you will be able to avoid a financial crisis as 
well as benefit from well managed finances. 
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Now that we have discussed debt-to-income ratio, let’s determine your 
eligibility for a mortgage loan based on your monthly income and monthly 
debts. Please input your personal information for Sections 1, 2 & 3. 


Total Monthly Income 
Multiply (A) by 36% = (B) 

B Allowable Housing & Monthly Debt 

(Monthly mortgage, including principal, interest, 

taxes and association fees, plus, total debt payments 


including car payments, credit card payments and 
other loan 


Borrower Monthly Income 
D Co-Borrower Monthly Income 


E Total Monthly Income 
Multiply (E) by 28% = (D) 


Allowable Housing Costs 
F (Monthly mortgage, including principal, interest, $ 
taxes and association fees) 


Monthly Car Payment(s) 


H Monthly Credit Card Payment(s) $ 

I Other Monthly Loan Payment(s) $ 
Add (G) + (H) + (I) = (J) 

J Total Monthly Debt Payments $ 
Input (F from above) number in (K) 

K Allowable Housing Costs $ 
Add (G) + (H) + (I) + (J) + (K) = (£) 

L_ Total Monthly Debt & Housing $ 


Input (B from above) number in (M) 
Total Allowable Housing & Debt 
Qualification Guidelines 
Based on the 28/36 Rule used by most lenders 
You would qualify for a mortgage loan if: (L) is less than or equal to (M). 


You would NOT qualify for a mortgage loan if: (L) is greater than (M). 
If you find that you do not qualify for a mortgage loan you must reduce your 


monthly debt payments. 
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APR: This stands for Annual Percentage Rate. The APR is the rate 
used when calculating the finance charge amount outlined on a 
statement. 


§ 


Cash Flow: When you subtract monthly living expenses from 
monthly net income, you can monitor your cash flow. 
Understanding your cash flow will allow you to determine whether 
you have a surplus or a deficit. 


§ 


Credit Report: A history of everything you are doing with your 
credit now and everything you have done in the past. This report is 
a computerized file that contains information about you including 
current and past lenders, account balances and payment history. 


§ 


Credit Score: A number generated by mathematical formulas that 
helps lenders determine if you are a good risk for credit. 


§ 


Debt Load: A creditor term that is used to profile the total amount 
of debt that a consumer is carrying. This profile will determine if a 
you are carrying a safe or excessive amount of debt. 


§ 


Debt-to-Income Ratio: The simplest method that a creditor or 
lender may use to compare the amount of your take-home income 
to the amount of your overall debt, excluding your mortgage or 
rent payment. This method will tell the creditor or lender what 
percentage of your take-home income is being used to pay for non- 
mortgage related debt. 


§ 


Deficit: When your monthly living expenses are more than your 
monthly net income (many consumers use their future paycheck to 
pay for past-due bills and living expenses). 
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Disposable Net Income: The amount of money that you have after 
you pay all of your monthly living expenses from your monthly net 
income. You may have the potential for a financial crisis if you 
have a "deficit" each month instead of disposable net income. 


§ 


Interest: This is added to the balance of any money you borrow. 
Interest is often variable depending on your type of loan and will 
be compounded at varying times. Interest is how moneylenders 
make money. 


§ 


Net Income: Your “take-home” pay after all deductions have been 
taken from your paycheck. 


§ 


Revolving Credit: Credit cards are considered revolving credit. 
They allow you to pay your debt balance all at once or part of your 
debt balance and carry the remaining balance to the following 
month. 


§ 


Secured Debt: Secured debt is debt that is tied to a specific piece 
of property. Secured debt is considered the property that you will 
provide to a lender, as collateral, for the amount of money you plan 
to borrow. Collateral guarantees repayment of the debt. The most 
common secured debts are homes and automobiles. 


§ 


Surplus: When your monthly net income is more than your 
monthly living expenses. 


§ 


Unsecured Debt: Unsecured debt is debt that is not tied to a 
specific piece of property. The most common unsecured debts are 
credit cards and medical bills. When you use a credit card to 
purchase items or see a doctor for medical attention, there is no 
property to take from you if you don't pay the creditor or hospital. 
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If you Have 


Further Questions 


1-800-769-3571 


ERICAN CONSUMER CREDIT COUNSELING 
130 Rumford Ave., Suite 202 
Newton, MA 02466 


The Credit Counseling Professionals 


visit us at _ | 
www.consumercredit.com 


